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Adopt Title 2, Cal. Code Regs., Subchapter 5. Redemption of Registered Warrants

Section 1899.570

This subchapter shall apply to the redemption of registered warrants issued by the State
Controller’s Office pursuant to Chapter 2 of Part 4 of the Government Code
(commencing with section 17200). This subchapter shall not apply to reimbursement
warrants or refunding warrants.

Section 1899.575

Where an individual or entity holding a warrant wishes to re_deem the warrant the
following procedures shall apply:

(2) Any individual or entity holding a registered warrant issued in the name of the holder
may redeem such registered warrant when payment is due directly with the State

Treasurer’s Office by:

(1) Mailing the registered warrant to the State Treasurer’s Office, ATTN:
Registered Warrant Desk, 915 Capitol Mall, Sacramento, CA 95814: or

(2) Presenting the registered warrant in person at the State Treasurer’s Office at

915 Capitol Mall, Sacramento, California between the hours of 8:00 a.m. and 4:00 p.m.

(b) If the holder is bank or other financial institution, the registered warrant may be
presented for redemption pursuant to section (a)(1) or (2), or by cash letter (which may be
segregated or combined with any other warrants or items) directly to the State Treasurer’s

Ofﬁge.

(c) A holder of a registered warrant may also be able to deposit the registered warrant
with a bank or other financial institution, if the bank or financial institution is willing to
accept the registered warrant. Only the holder of the registered warrant at the time of
redemption is entitled to any interest owed on the registered warrant.

(d) Where the holder of a registered warrant at the time of redemption is an individual or
entity other than the individual or entity to whom the State issued the registered warrant
the State Treasurer’s Office will redeem the registered warrant only if the holder submits
with the registered warrant a notarized bill of sale signed by the individual or entity to
whom the State issued the registered warrant. This requirement to present an
accompanying notarized bill of sale does not apply if the third-party holder of a registered
warrant is a state or local government agency, special district, bank or other financial
institution, including, but not limited to, a brokerage firm, an investment banking firm, an
asset management firm, or a broker-dealer.

(e) With respect to any other warrant validly issued by the State Controller’s Office,
where an individual other than the individual or entity to whom the warrant was issued
holds the warrant, the State Treasurer’s Office may prohibit such a third party holder
from redeeming the warrant directly with the State and instead require processing through
the individual’s bank. '




Section 1899.580

(a) If registered warrants are called prior to their maturity date, the State Treasurer shall
do all of the following:

(1) Publish a notice of redemption for six consecutive days, excluding Sundays,
in newspapers of general circulation serving Sacramento, San Francisco, and Los

Angeles;
(2) Post a notice of redemption on the Treasurer’s Office website at the same

time as the notice is first published pursuant to subsection (a); and
(3) Advise its depository banks of the redemption at the same time as the notice

is first published pursuant to subsection (a).

(b) If insufficient funds are available to redeem registered warrants on the maturity date,
the State Treasurer shall redeem such registered warrants in the time and order directed
by the State Controller, and as approved by the Pooled Money Investment Board.

Section 1899.585

Whenever the state issues registered warrants, the State Treasurer will post on its website
a list of banks and other financial institutions that have advised the State Treasurer of a
willingness to accept registered warrants prior to the maturity date.




FINDING OF EMERGENCY

State Treasurer’s Office

Finding of Emergency

On June 24, 2009, the State Controller announced that, in the absence of a budget
solution adopted by the end of June 2009, he would find it necessary to issue registered
warrants, commonly referred to as IOUs, beginning on July 2, 2009. As of July 14, 2009,
when the State Treasurer posted a Notice of Emergency Regulations, the Legislature and
Governor had failed to reach an agreement resolving the budget crisis. It is anticipated
that the State Controller will issue more than $3 billion worth of IOUs for the month of
July 2009, with additional IOUs being necessary in each succeeding month as long as
there is no budget solution. As approved by the Pooled Money Investment Board, on
July 2, 2009, the IOUs have a maturity date of October 1, 2009.

A number of banks and other financial institutions accepted IOUs through July
10, 2009. However, many of the largest institutions stopped accepting IOUs as of that
date. As aresult of uncertainties over whether IOUs will be readily accepted by banks
and other financial institutions, significant speculation that has arisen over individuals
receiving IOUs from the State may be willing or enticed into selling their IOUs to
investors, whether other individuals or financial institutions or other entities that view the
IOUs as an investment opportunity.

The proposed regulation is necessary to avoid serious harm to the public peace,
health, safety or general welfare. Without timely adoption of this regulation, issues
regarding redemption of registered warrants will remain unresolved. These issues
include ensuring that the State and its assets maintained in the centralized State Treasury
System are protected from fraud in the form of duplicate or forged IOUs, and also
protecting members of the public who are issued IOUs and who may be susceptible to
less than scrupulous individuals looking to profit off the State’s financial situation. It
could be argued that an emergency regulation is unnecessary because the maturity date
for the IOUs is not until October 1, 2009. However, if there is a budget solution and the
State’s cash situation improves, the IOUs could be called for redemption at any time and
the procedures proposed herein would need to be in place.

Necessity

These emergency regulations are necessary to implement the State Treasurer’s
responsibility with respect to the redemption of registered warrants as contemplated in
Chapter 2 of Part 4 of the Government Code (commencing with section 17200). More
specifically, section 17210 provides that the Treasurer is to pay registered warrants in
conformance with the law. The relevant statutory provisions provide little, if any, detail
with respect to how the redemption of registered warrants should be handled in



circumstances the State curréntly faces. These emergency regulations provide notice to
members of the public with respect to the following:

1) the requirements for redeeming a registered warrant where an individual has
purchased the registered warrant from the person or entity to whom the

registered warrant was issued;

2) the manner by which the State Treasurer will notify the public when registered
warrants are called for redemption; and

3) the manner by which the State Treasurer will notify the public of which
financial institutions are accepting registered warrants.

Authority and Reference

Authority: Government Code sections 17210 and 17271. Provides that the
Treasurer is the state official responsible for redeeming registered warrants.

Reference: Government Code section 17210. Provides that the Treasurer must
pay registered warrants in conformance with the law.

Government Code section 17271. Provides that the Treasurer must pay any
registered warrant with a maturity date on that date out of any unapplied money available
in the General Fund.

Government Code section 17273. Provides that the Treasurer must publish a |
notice meeting certain requirements when registered warrants are redeemable.

Informative Digest

Existing law provides a mechanism by which the State Controller may issue a
registered warrant where the amount of unapplied funds in the General Fund is
insufficient to cover the warrant. Existing law further establishes certain criteria for
registering warrants, issuing registered warrants, establishing maturity dates for
registered warrants, setting interest rates for registered warrants, and ultimately,
redeeming warrants once the designated maturity date has arrived or sufficient unapplied
funds are available. As relevant here, existing law provides that it is the responsibility of
the State Treasurer to redeem registered warrants in conformance with the law.

However, the statutes are relatively silent with respect to some of the mechanical aspects
of redeeming registered warrants.

The proposed regulations address a number of components of redeeming
registered warrants including providing notice to the public and requirements where
individuals holding registered warrants wish to redeem them.



Adopt Title 2, Cal. Code Regs., Subchapter 5. Redemption of Registered Warrants

Section 1899.570

This subchapter shall apply to the redemption of registered warrants issued by the State
Controller’s Office pursuant to Chapter 2 of Part 4 of the Government Code
(commencing with section 17200).

Section 1899.575

Where an individual or entity holding a warrant wishes to redeem the warrant the
following procedures shall apply:

(a) Any individual or entity holding a registered warrant issued in the name of the holder
may redeem such registered warrant when payment is due directly with the State
Treasurer’s Office by:

(1) Mailing the registered warrant to the State Treasurer’s Office, ATTN:
Registered Warrant Desk, 915 Capitol Mall, Sacramento, CA 95814 or

(2) Presenting the registered warrant in person at the State Treasurer’s Office at
915 Capitol Mall, Sacramento, California between the hours of 8:00 a.m. and 4:00 p.m.

(b) A holder of a registered warrant may also be able to deposit the registered warrant
with a bank. However, the holder of the warrant at the time of redemption is entitled to

any interest owed on the registered warrant.

(c) Where the holder of a registered warrant is an individual other than the individual or
entity to whom the State issued the registered warrant the State Treasurer’s Office will
redeem the registered warrant only if the holder submits with the registered warrant a
notarized bill of sale signed by the individual or entity to whom the State issued the
registered warrant. This requirement to present an accompanying notarized bill of sale
does not apply if the third-party holder of a registered warrant is a state or local
government agency, special district, bank or other financial institution, including, but not

limited to, a brokerage firm, an investment banking firm, an asset management firm. or a

broker-dealer.

(d) With respect to any other warrant validlv'issued by the State Controller’s Office,
Where an individual other than the individual or entity to whom the warrant was issued
holds the warrant, the State Treasurer’s Office may prohibit such a third party holder

from redeeming the warrant directly with the State and instead require redemption
through the individual’s bank.

Section 1899.580

(a) If registered warrants are called prior to their maturity date, the State Treasurer shall
do all of the following:




(1) Publish a notice of redemption for six consecutive days, excluding Sundays,
in newspapers of general circulation serving Sacramento, San Francisco, and Los

Angeles;

(2) Post a notice of redemption on the Treasurer’s Office website at the same
time as the notice is first published pursuant to subsection (a); and

(3) Advise its depository banks of the redemption at the same time as the notice

is first published pursuant to subsection (a).

(b) If insufficient funds are available to redeem registered warrants on the maturity date,
the State Treasurer shall redeem such registered warrants in the time and order directed
by the State Controller. '

Section 1899.585

Whenever the state issues registered Wérrants, the State Treasurer will post on its website
a list of banks and other financial institutions that have advised the State Treasurer of a
willingness to accept registered warrants prior to the maturity date.

Other Matters Prescribed by Statutes Applicable to the Specific State Agency
Or to any Specific Regulation or Class of Regulations

No other matters are prescribed by statute applicable to the Authority or to any
specific regulation or class of regulation pursuant to Section 11346.1(b) or 11346.5(a)(4)
of the Government Code pertaining to the Emergency Regulations or to the Authority.

Mandate on Local Agencies or School Districts

The State Treasurer has determined that the emergency regulations do not impose
a mandate on local agencies or school districts.

Fiscal Impact

, The State Treasurer has determined that the Emergency Regulations do not
impose any additional costs or savings requirement reimbursement under Section 17500,
et al, of the Government Code, any other non-discretionary costs or savings to any local
agency, or any costs or savings in federal funding to the State. Pursuant to the State
Administrative Manual, a Fiscal Impact Statement (Form 399) is submitted without the
signature of a Project Budget Manager at the Department of Finance, as there are no
fiscal impact disclosures required by State Administrative Manual Sections 6600-6670.
There will be no costs or savings to any State Agency pursuant to Section 11346.1(b) or
11346.5(a)(6) of the Government Code.



Statement of Compliance with Government Code Section 11346.1(a)(2)

On July 14, 2009, the State Treasurer’s Office posted the attached Notice of
Emergency Regulations on its website and, on July 15, 2009, mailed it to the individuals
~ on the mailing list, also attached. The notice provided interested parties until July 22,
2009, five working days, to provide written comments regarding the proposed emergency

regulations.



State Treasurer’s Office
Notice of Emergency Regulations

The State Treasurer is recognized as the state official authorized to receive and keep state
money, bonds, and other securities and to disburse money upon the presentment of
validly issued state warrants. (See Government Code section 12300, et seq.) As relevant
to this emergency rulemaking, the Treasurer is required to pay warrants drawn by the
State Controller and further to pay registered warrants, commonly referred to as IOUs, in
conformity with the law. (See Government Code sections 12324 and 17210.)

The Government Code further requires that "all state money shall be deposited in trust in
the custody of the Treasurer," (Gov. Code section 16305.3) and that the centralized State
Treasury System was established for purposes of adequately protecting state moneys.
(Gov. Code section 16305.) Once a valid warrant or registered warrant is issued by the
State Controller, the State Treasurer is responsible for disbursing the funds necessary to
pay the warrant and also to adopt measures that are designed to protect the State’s assets
from fraudulent claims.

In accordance with the State Treasurer’s fiduciary responsibility to protect the State’s
assets in the centralized State Treasury System and ensure that only valid warrants are
redeemed, the State Treasurer is proposing to adopt the regulations below as emergency
regulations. The draft regulations are being made available along with this statement of
emergency for public comment. Comments will be accepted through July 22, 2009, and

may be submitted via email or by letter to:

Mark Paxson, General Counsel
State Treasurer’s Office

915 Capitol Mall, Room 110
Sacramento, CA 95814
mpaxson@treasurer.ca.gov

Finding of Emergency

On June 24, 2009, the State Controller announced that, in the absence of a budget
solution adopted by the end of June 2009, he would find it necessary to issue registered
warrants, commonly referred to as IOUs, beginning on July 2, 2009. As of July 14, 2009,
the Legislature and Governor failed to reach an agreement resolving the budget crisis. It
is anticipated that the State Controller will issue more than $3 billion worth of IOUs for
the month of July 2009, with additional IOUs being necessary in each succeeding month
as long as there is no budget solution. As approved by the Pooled Money Investment
Board on July 2, 2009, the IOUs have a maturity date of October 1, 2009.

A number of banks and other financial institutions accepted IOUs through July 10, 2009.
However, many of the largest institutions stopped accepting IOUs as of that date. Asa
result of uncertainties over whether IOUs will be readily accepted by banks and other



financial institutions, significant speculation has arisen over individuals receiving IOUs
from the state may be willing or enticed into selling their IOUs to investors, whether
other individuals or financial institutions or other entities that view the IOUs as an
investment opportunity. '

The proposed regulation is necessary to avoid serious harm to the public peace, health,
safety or general welfare. Without timely adoption of this regulation, issues regarding
redemption of registered warrants will remain unresolved. These issues include ensuring
that the State and its assets maintained in the centralized State Treasury System or
protected from fraud in the form of duplicate or forged IOUs, and also protecting
members the public who are issued IOUs and who may be susceptible to less than
scrupulous individuals looking to profit off the State’s financial situation. It could be
argued that an emergency regulation is unnecessary because the maturity date for the
IOUs is not until October 1, 2009. However, if there is a budget solution and the State’s
cash situation improves, the IOUs could be called for redemption at any time and the
procedures proposed herein would need to be in place.

Proposed Regulatory Change

Adopt Title 2, Cal. Code Regs., Subchapter 5. Redemption of Registered Warrants

Section 1899.570
This subchapter shall apply to the redemption of registered warrants issued by the State
Controller’s Office pursuant to Chapter 2 of Part 4 of the Government Code

(commencing with section 17200).
Section 1899.575

Where an individual or entity holding a warrant wishes to redeem the warrant the
following procedures shall apply:

(a) Any individual or entity holding a registered warrant issued in the name of the holder
may redeem such registered warrant when payment is due directly with the State

Treasurer’s Office by:

(1) Mailing the registered warrant to the State Treasurer’s Office, ATTN:
Registered Warrant Desk, 915 Capitol Mall, Sacramento, CA 95814; or -

(2) Presenting the registered warrant in person at the State Treasurer’s Office at
915 Capitol Mall, Sacramento, California between the hours of 8:00 a.m. and 4:00 p.m.

(b) A holder of a registered warrant may also be able to deposit the registered warrant
with a bank. However, the holder of the warrant at the time of redemption is entitled to
any interest owed on the registered warrant.

(c) Where the holder of a registered warrant is an individual other than the individual or
entity to whom the State issued the registered warrant the State Treasurer’s Office will
redeem the registered warrant only if the holder submits with the registered warrant a



notarized bill of sale signed by the individual or entity to whom the State issued the
registered warrant. This requirement to present an accompanying notarized bill of sale
does not apply if the third-party holder of a registered warrant is a bank or other financial
institution, including, but not limited to, a brokerage firm, an investment banking firm, an
asset management firm, or a broker-dealer. '

(d) With respect to any other warrant validly issued by the State Controller’s Office,
where an individual other than the individual or entity to whom the warrant was issued
holds the warrant, the State Treasurer’s Office may prohibit such a third party holder
from redeeming the warrant directly with the State and instead require redemption
through the individual’s bank.

Section 1899.580

(a) If registered warrants are called prior to their maturity date, the State Treasurer shall
do all of the following:

(1) Publish a notice of redemption for six consecutive days, excluding Sundays,
in newspapers of general circulation serving Sacramento, San Francisco, and Los
Angeles;

(2) Post a notice of redemption on the Treasurer’s Office website at the same

time as the notice is first published pursuantto subsection (a); and
(3) Advise its depository banks of the redemption at the same time as the notice

is first published pursuant to subsection (a).

(b) If insufficient funds are available to redeem registered warrants on the maturity date,
the State Treasurer shall redeem such registered warrants in the time and order directed

by the State Controller.

Section 1899.585

Whenever the state issues registered warrants, the State Treasurer will post on its website
a list of banks and other financial institutions that have advised the State Treasurer of a
willingness to accept registered warrants prior to the maturity date.
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